Abstract Scandinavian countries are often portrayed in policy debates as model examples having shown how to square concerns for efficiency and equity. The core principle of the Scandinavian welfare model is an individual entitlement to public sector provisions combined with collective financing via taxes. However, a high employment rate is needed to ensure financial viability of this model. The Scandinavian model faces several challenges which affect the possibilities of maintaining a high employment ratio, namely, demographic changes, a growth dilemma and globalisation. This paper discusses how these challenges affect the need and scope for reforms of the Scandinavian welfare model.
Introduction
The Scandinavian countries share a number of common characteristics. They are small and open economies, they have high living standards, and the distribution of income is relatively even. Moreover, the public sector is responsible for the distribution and allocation of a substantial amount of resources (above 50% of GDP). The latter includes both a social safety net, which entitles most without any income to an income transfer, and a provision of welfare services with relatively high standards. Scandinavian countries are therefore often portrayed as having shown how to square concerns for efficiency and equity, and are often referred to in policy debates as model examples.
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The core principle of the Scandinavian welfare model is that the entitlement to public sector provisions is individual while the financing is collective, i.e. public sector provisions are tax financed. There is no relationship between the tax payment of the individual and his/her entitlement to public sector provisions (common pool property). This principle of universalism is reflected in important welfare arrangements such as education, health care, pensions, etc. A distinguishing feature is that the standard of the public provisions is high. This means that the living standard offered, particularly for those with no or only marginal attachment to the labour market, is relatively high, and the standard of public services is high in the sense that it meets the needs and requirements of most people. This implies that public service provision is neither a fall back option of last resort nor providing a minimum to be supplemented by privately financed additions.
It is difficult to point to specific schemes or institutions that can be characterised as unique for the Scandinavian countries. 1 Considering specific welfare arrangements, one finds similar schemes in other countries. Hence, the Scandinavian welfare model is to some extent characterised by the way policy measures have been bundled rather than by unique elements. Note also that although the Scandinavian countries share a number of similarities, there are important differences in the micro-structure of the specific welfare arrangements (see e. Given that a large proportion of resources are allocated via the public sector, it may be asserted that the welfare model is non-market based. It has been suggested that labour has become decommodified in the sense that a decent living standard is guaranteed without people having to sell labour in the market. To some, this may seem as if the idea of social citizenship advanced by Marshal (1950) has been implemented to ensure a universal right to an income "not proportionate to the market value of the claimant" (Marshal 1950, p. 100) . This is not a correct representation of the Scandinavian welfare model for two important reasons, namely that the model is very employment oriented, and entitlements are not in general unconditional.
The Scandinavian welfare model is very market oriented 2 with respect to labour. This is directly reflected in the fact that the public sector is a large actor in the labour market, demanding labour for the provision of public services, and that various welfare arrangements (e.g. day care) serve the double function of facilitating the supply of labour for females (see e.g. Graafland 2000). For the welfare state to be financially viable, it is necessary that a large proportion of the population is in employment. The reason is simple. If out of a job, most people would be entitled to a transfer, while in a job, their income and thus tax payment is higher. Hence, for given ambitions with respect to welfare standards and tax payments, the employment share of the population is the key balancing point for the financial viability of the model. This feature has pros and cons. On the pro side, the focus on employment is one of the reasons
